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Providing credit to small farmers is one way tle Agency
for International Development (AID) has implemented the
congcessional mandate to improve the lives of the pooresi people
in developing nations. AID has been successful in providing
credit to small farzmers in Latin America, but more can be done
by better identifying small farmer target groups and by
developing consistent and more appropriate criteria for
qualifying small farmer recipients of credit assistance.
Findings/Conclusions: The United states has prcviled about 354
million of credit assistance yearly to rural credit programs,
about two-thirds of which has gone to Latin America. The
objective is to increase the food production ard income of saall
farmers by providing credit to operators of small farms who a.e
considered toou high a risk tc receive credit from the
traditional banking systems. Interest rates charged to farmers
on AID-funded loans were generally lower than those of local
financial institutions. Economic, social, and cther conditions
vary sc widely from country to country that adcpting rigid
guidelines for identifying farmer target grovps is not
practical; thus, some degree of flexibility is needed. Howevar,
broadly defined target groups and criteria for direct credit aii
to farmers should be refined so that AID can better meet its
objective of getting credit aid down to more small farmers arnd
to be more responsive to the overall cbjective of aiding the
poores+t majorities. Recommendations: The Administrator of the
Agency for International Development should foilow up cn recent
AID initiatives to delineate more clearly small farmer target
groups and to see that the deifinition of target groups in futures
small farmer credit programs is consistent with the Agency's
overall policy and poverty benchmarks. (Author/sScC}



REPORT TO THE CONGRESS

}=%. -  BY THE COMPTROLLER GENERAL
{3 OF THE UNITED STATES

Creaqit Programs
For Small Farmers
In Latin America

- Can Be Improved

The Agency for international Development
has improved its efforts to provide credit
assistance to small farmers in Latin America.
However, in some countries, target groups to
which credit may be made available are tco
broadly defined.

The Agency can better meet jts overall onjec-
tive of ussisting u.e poorer majorities, and its
usual practice of restricting credit to opera-
tors of small farms outside tha scope of tradi-
tional banking systems, by refining target
group definitions and criteria.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, N.C. 20848

B-159652

To the President of the Senate and the
Speaker of the House of Representatives

This report describes the extent to which the Agency for
International Drvelopment is directing credit assistance to
small farmers in Latin America. It also suggests ways in
which the Agency can provide more assurance that the tculy
small farmers are beirg reached.

We made this review not only to determine how well aqri-
cultural credit is reaching the emall farmers and is used to
improve their productivity but also to find out how well the
Agency is following the congressional mandate to improve the
lives of the pocrest peopie in developing countries.

Our review was made pursuant to the BuGéget and Account-
ing Act, 1921 (31 U.S.C. 53), and the Accounting and Auditing
Act of 1950 (31 U.S.C. 67).

We are sending copies of this report to the Acting
Director, Office of Management and Budget, and to the Adminis-

trator, Agency for Interrnational Development. :

Comptroller General
of the United States



COMPTROLLER GENERAL'S CREDIT PROGRAMS FOR SMALL
REPORT TO THE CONGRESS FARMERS IN LATIN AMERICA .
CAN BE IMPROVED

T wm e e e wen

Providing credit to small farmers is one way
the Agency for International Development has
implemented the congr2ssional mandate to im-
prove the lives of the poorest people in
developing nations. The Agency has been suc-
cessful in providing credit to small farmers,
but more can be done by better identifying
small farmer target groups and by developing
censistent and more appropriate criteria for
qualifying small farmer recipients of credit

assistance.

The United Scates has provided about $54 mil-
lion of credit assistance Yearly to rural
credit programs, about two—-thirds of which
has gone to Latin America. The objective, in
tandem with cther forms of assistance, is to
increase the food production and income of
small farmers by providing credit to opera-—
tors of small farms who are considered too
high a rigsk to receijve credit from the tra-
ditional:banking systems.

Most small farmers who use credit obtain it
from wmoneylenders, relatives, and friends.
Credit from such info.mal sources (estimated
to be as much as $75 billion) is five times
greater than that from formai credit ilasti-
tutions, such as banks and the Agency. In-
teres* rates charged by informal sources are
often as much as feur times greacer than
those charged by formal sources. (See pp. 2
and 29.)

Intérest rates charged to farmers or Agency-
funded loans were generaily lower than those
of local financial institutions. How well
interesc rates on Agenc; loans will cover
defaults and administrative expenses jg un-
certain. Host countries and international
firancial institations recognize that lower
interest rates and associated loan services
are subsidy elements aid.ag poor farmers.
(See pp. 29 and 30.)

Year %*L Upon removil, the report -77-
cover oﬂwumlxrmhdhmm&?o ID-77-1



REACHING POOR MAJORITY SMALL FARMERS

GAO found that credit under the program was
being made available tc¢ groups defined in
bLoad or gerieral terms in some countries.
Better identification of target groups and
clearer definitions of quralifying criteria,
in GAO's view, would help the Agency better
achieve its general objective of providing
credit to operators of small farms.

GAO recognizes that identifying farmer tar-
get groups and establishing criteria to
direct credit aid to small farmere outside
normal banking channels, and within the
poorer majorities, is very difficult. Eco-
nomic, social, and other conditions vary so
widely from ¢ untry to country that adopting
rigid guidelines is not practical; thus,
some degree of flexibilitv is needed.

GAO believes, however, that broadly defined
target groups and criteria should be re-
fined so that the Agency can better meet its
objective of getting credit aid down to more
small farmers and at the same time be more
responsive to the overall objective of as-
sisting the poorest majorities. The agency
agrees and is continuing to work in this
direction. (See p. 22.)

Defining target groups and poor majorities
is difficult, and no single criterion for
defining a small farmer may be appropriate,
as the Agency pointe out. GAO recognizes
this and does not suggest that the Agency
adopt or restrict itself, for example, to
the World Bank's landholdings criterion.
GAO points cut, however, that landholdings
has been the criterion most often used by
the Agency ir defining target groups. (See
pP. 22.)

In response to a request for comments, the
Agency said that they agreed with most of the
proposed recommendations and have taken posi-
tive action to implement them. (See p. 5.)
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The Agency has taken steps to improve its
guidelines and procedures for analyzing,
identifying, and defining poor farmer target
gzoups before project implementation and to
provide more guidance on a continuing basis
to the Mission in this process. In GAO's
view, the Agency should continue its efforts
to improve its small farmer credit programs.
(See p. 24.)

The following recommendations are being made
to help assure that positive actions already
begun are translated into actual improvements
in current programs--to the extent possible--
and in future small farmer credit programs.

RECOMMENDATIGNS

GAO recommends ihat the Acninistrator of the
Agency for International Development follow
up on recent Agency initiatives to (1) more
clearly delineate small farmer target groups
and (2) see that the definition of target
groups in future small farmer credit programs
is congistent with the Agency's overall pol-
icy and poverty benchmarks. (See p. 24.)

N
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CHAPTER 1

AGRICULTURAL CREDIT IN DEVELOPING COUNTRIES

The lack of credit resources for finzncing modern pro-
duc .ion and the absence of effective systems for distributing
cre.it to the small farmer has seriously retarded agricul-
tural development in Jdeveloping countries. =ven in coun-
tries where agriculture produces the bulk of gross domestic
product, 1/ less than 10 percent of institutional credit
is available to rural areas, and only a small fraction of
that is aveilable to small farmers.

Farmers in developing countries receive most of their
credit from loans for one season or for 1 or 2 years, The
loans are used mainly to purchase seed, fertilizer, and
pesticides; some longer term loans are available to purchase
livestock and farm equipment. Credit is critical for small
farmers, particularly if they are to produce a marketable
surplus and contribute o the development process. Credit
is also essential in the lorn_-term process cf capital forma-
tion on small farms.

OVERALL GOALS OF SMALL
FARMER CREDIT PROGRAMS

The objective of agricultural credit programs has been
to reduce farmer dependernce, especially that of small farmers,
on the village moneyleaders who, it was thocuyht, exploited
them through u=urious interest rates.

Today, the World Bank and other international agencies
are supporcing programs whose primary goals are to increase
food production. Many agencies, such as the Agency for In-
ternational Development (AID), have the added goals of in-
creasing small farmer income and reducing their dependence
on usurious moneylenders. Authorities have found that per-
acre productivity on small farms is often higher than that
of large farms.

- —

1/Gross domestic product is that portion of gross national
product which results in an accrual of income for nationals
as a reszult of domestic activity.



WHO IS PROVIDINMG CREDIT?

The United States is not alone in its credit assistance
efforts to small farmers. The World Bank 1/ estimates world-
wide institutional loans for agriculture in the developina
countries at $15 billion; Latin America's share would :e
about $6 billion. However, the bulk of agricultural credit
outstanding in these countries originates from noninstitn-
tional sources and is estimated to be about five times
greater than institutional credit, or about $75 billion.

Formal credit institutions

Formal credit institutions lend most of the funds avail-
able for agricultural credit to the larger farmers. The
small farmers, for reasons of risk and cost of servicing, are
generally left out. 1In recent years, however, new credit in-
stitutions have been established and existing ones strength-
ened so that more small farmers can get credit. In Latin
America abcut 15 percent of the farmers obtain institutional
credit. Formal institutions providing credit to small farmers
are as follows.

Cooperatives and credit unions

Credit unions, multipurpose cooperatives, and other
farm organizations are the more popular institut ons in
developing countries for providing credit to small farmers,
These group-credit ‘nstitutions are able to expand alterna-
tive credit channels and to provide technical, fertilizer,
and marketing assistance to farmers. They can provide all
services needed and reach many small farmers with relative
ease in compariscn with other systems. They are generally
better able to mobilize local resources and are hetter
placed to operate savings programs.

Local banking systems

The agricultural cooperative and commercial banks,
most of which are common to all countries, are charac-
teristic of local banking systems which provide credit
to tarmers.

1/Tho International Bank for Reconstruction and Development
is often referred to as the World Bank. The World Bank
Group consists also of the International Development As-
sociation and the International Finance Corporation.



The agricultural banks are the rmost nocable of those
providing credit to farmers and have advantages in raising
ouvtside funds (government funding). Like cooperatives,
the banks are more accessible to the rural poor. For ex-
ample, the government-owned agricultural bank in Colombia
had 685 branches with $870 million in loans outstanding
to 442,000 farmers as of June 1975.

Commercial banks have extensive branch networks into
rural areas. They are generally more efficient than gov-
ernment agencies and less prone to abuse and political
pressure. However, cummercial banks tend to concentrate
on short-term lending and to avoid small farmers because
of high administrative costs.

International financial organizations

Many countries have obtained large lonans from the
World Bank, the Inter-American Development Bank, and
other international financial institutions specif cally
to expand the funds available for lending to smsll farmers.
These istitutions, which in the past have concentrated
on large capital projects, are expanding their efforts
to help developing countries meet small farmers' credit
needs,

World Bank (ommitments to agriculture were $2.6 billion
from 1968 through 1973, $1.4 billicn of it in credit. Ap-
proximately 25 percent of all credit financed by the World
Bank was for small farmers. During this period, agricul-~
tural lending to the poorest countries exceeded $1 billion,
more than half of it for farm credit.

The Inter-American Development Bank makes concessional
loans from its Fund for Special Operations. This fund
consists of direct contributions from member countries and
about 68 percent represents the U.S. share. Conventional
loans are made from ordinary capital, which is basically
borrowed in private capital markets, with callable capital
of the members as financial backing. All countries in the
Americas are members except Guyana.

Agriculture currently accounts for 23 percent of the
World Bank's lending activities. It loaned $228 million in
1974, with $36 million allocated for credit programs.

International credit unions

The World Council of Credit Unions is composed of
associations from the United States, Canada, Australia,



Latin America, Africa, Asia, the Caribbean, and individual
credit unions from some countries which have no overall
associations. <“he U.S. Credit Union National Association,
Inc., works with AID to develop credit unions as a delivery
System for making credit available to small farmers in less
developed countries. Local credit unions, in turn, provide
small loans to farmers for livestock, seed, insecticides,
and farm supplies and equipment, along with technical assis-
tance for improving agricultural practices.

The Confederation of Latin American Credit Coopera-
tives consists of national credit unions in 15 Latin
Americar countries. Membership includes 124,000 credit
unions, which in 1974 had 1,121,000 members. 1In 1974
credit unions affiliated with the Confederation loaned
$1€0 million and held $165 million in membership savings.

Informal sources of credit

Relatives and neighbors

Small farmers borrow from other farmers--neighbors,
friends, and relatives~-who charge nominal interest rates
and expect comparable financing when they need credit. 1In
some Asian and African countries, friends and relatives
provide about 50 percent of the loans; in Latin America,
such loans constitute only 10 percent, Small farmers bor-
row from relatives and friends berause they feel at ease
with people they know the money is readily available, and
little or no documentation i necessary.

Moneylenders

Many small farmers, especially those who borrow regqu-
larly, obtain loans from merchants, middlemen, and money-
lenders at high interest rates. Some moneylenders have a
monopoly and are able to charge rates much higher than com-
petitive market levels. Noninstitutional lenders in certain
Latin American countries charge more than 40 percent inter-
est.

Moneylenders in some places compete with each other
and charge rates which equate to the cost of institutional
lending. Also, an AID-financed study of noninstitutional
lenders in Ecuador indicates that this is an excessively
maligned group whizh has a legitimate place in the systen,
particularly in servicing the small, high-risk, operating
credit needs of farmers in the lower strata of the fesasible
credit range. Interest charges are high by conventional



standards but are generally consistent with risk and costs.
The study indicated that noninstitutional lenders are bet-
ter equipped than institutional lenders to service credit
needs of small farmers.

Informal credit sources are often convenient and famil-
iar to the poor farmer and may require little or no documen-
tation. The higher cost of credit, however, and general
lack of technical aid and advice tend to keep the farmer from
improving his economic and financial situation.

We suggest that AID remain aiert to opportunities for
encouraging host governments to seek greater participation in
small farmer credit programs from commercial, international,
and other formal lending institutions.

SCOPE_OF REVIEW

AID has a mandate from the Congress to help the
poor majority in developing countries raise their living
standards beyond subsistence levels. AID programs are to
concentrate on the major problem areas of food and nutri-
tion, population and health, and education and should be
marked by their involvement of the poor in the development
process.

We made this review in Latin America to determine how
well agricultural credit is reaching the asmcll farmer and
how it can be used to improve productivity. Latin America
was chosen becauge it is receiving almost 66 percent of
AID's credit program funds. Appendix I lists selected re-
ports we have issued on U.S. agricultural programs.

At RID Headquarters in Washington, D.C., and U.S. Mis-
sions in Bolivia, Costa Rica, The Dominican Republic, Haiti,
Honduras, and Panama, we examined applicable legislation,
program documents, reports, correspondence, and other per-
tinent documents. We also discussed credit activities with
U.S. Missions, host government officials, and representa-
tives of international financial institutions. We visited
cooperatives and other farmer organizations and met with
small farmers who received credit.

AGENCY COMMENTS

In response to our request for comments, AID stated
that they agreed with most of our proponsed recommendations
and have taken positive action to implement them.



AID also noted problems with some of the findings as
presented in the draft report. These have been addressed
and are discussed where appropriate .n the revwort. The de-
tails were helpful in revising and finalizing our report.



CHAPTER_2
AID CREDIT_EFFORTS=--PA3T AND PRESENT

During a 22-year period, the Agency for International
Development and its predecessor agencies invested about
$705 million, including counterpart funds (local currency
funds generated by commodity import programs), and about 870
technical scaff-years in farm credit programe worldwide. -
The annual flow since 1961 has been approximately $54 mil-
lion and 35 staff-years, almost 66 percent of it to Latin
America. 1In most countrjes, the World Bank, t-e Inter-
American Development Bank, and other Aonors a' » made con-
tributions and investments.

In addition to providing credit to small farmers, some
AID programs provide credit for institution-building, and
others are designed to increase production. Some programs
feature direct loans to farmers, while others are directed
at cooperatives.

WHAT IS THE CONGRESSIONAL MANDATE
\ND_HOW_HAS AID RESPONDED? — —

The Foreign Assistance Act of 1973 directed AID to
give highest priority to un‘ertakings which directly
improve the lives of the poorest people of the host
country. 1In 1975 this mandate was expanded to require
that

"* * * greatest emphasis shall be placed on coun-
tries and activities which effectively involve the
pPoor in development, by

"--expanding their access to the eccnomy through
services and institutions at the local level,

"--increasing labor-intensive production,

"~-spreading productive investment and services
out from major cities to small towns and
outlying rural areas, andg

"--otherwise providing opportunities for the
pocr to better their lives through their own
effort."

The 1973 act mentioned Beveral areas of specific
interest, the first being to "increase agricultural



productivity per unit of land through small-farm labor-
intensive agriculture." The Congresse required AID to
assist in the development of cooperatives by specifying
that not less than $20 million be made available during
fiscal years 1974 and 1975.

AID has told the Congress it "enthusiastically suppor“s
the emphasis of the new legislation” and will do everything
it can to implement the program. It has revised its budget
presentations to reflect the three major aspects of the man-
date--food, population, and educaticn--and the projects in
the presentation are discussed in terms of their impact on
the poor. Also, some projects have been left unfunded be-
cause ATD felt they would be inconsistent with the mandate's
emph:.sis.

In October 1974 the House Committee on International
Relations directed AID t0 report, in detail, on ity efforts
to implement the mandate. AID's response "Implementation
of 'New Directions' in Development Assistance" dated July 22,
1975, discussed how various projects and programs focus on
the poor majoritvy and the problems and practical limits of
working with the new legislation,

AID views New Directions food and nutrition activities
as those that support rural production rather than agricul-
ture in general. This approach envisions

--removal or reduction of the freguently negative
effects of less developed country policies;

--provision of adequate physical infrastructure,
e.g., improcved farm-to-market roads, irriga-
tion, etc.;

-—-agricultural research coupled with a variety
of exteasion programs; and

--adequate production credit at a fair price.

AID also views credit programs as vehicles to encourage
small farmers to save.

AID'S OVERALL OBJECTIVES

If the world is to meet the challenge of hunger, AID es-
timates that food supplies must double by the year 2000, and
to meet this goal, it has the dual objectives of increased
food production and increased net income for small farmers.



AID proposcs to meet these objectives through a comprehen-~
sive program of rural development.

Economic _incentives

Farming must be a profitable business if small farmers
are to significantly increase food production. Tie prepon-
derance of unsuccessful credit programs for small farmers
has failed because farmers had no feasible way to profitably
invest the credit extended them. Either there was no new
(i.e., new to that farmer) applicable technology or the
farmer was constrained by his aversion to risk; insufficient
land; and/or lack of fertilizer, irrigation, or market for
the increased produaction.

Institutional improvements

Farmers must be able to obtain credit, buy fertilizer,
learn and apply modern technology, and have the distribu-
tion and marketing systems needed to sell their increased
production. This requires building and improving such
institutions as cooperatives, small business groups, leocal
government agencies, and market informstion gystems.

Improved and adapted technology

In developing count-ies, 80 percent of the farms are 12
acres or less and most are family farms. The technology
needed for these tiny enterprises must be appropriate to
their size, cheap enough to be afforded by the farmers, and
simple enough to be useful at low .evels of skill and educa-
tion. '

Producer and consumer links

Rural and urban populations, agriculture, and industry
must become mutually supporting. Farmers must be linked to
marke: towns. Effective demand nust come from consumers in
urban areas; this requires jobs and incomes to buy the
farmer's product. Communication systems must be built up so
that producer and consumer are aware of needs and opportuni-
ties. Distribution and Storage systems are required to
miniuize price fluctuvations and avoid "boom and bust" cycles.

Possibly 10 percent of a country's harvest is lost
to rodents, insects, and fungi. Proper storage, combined



with effective use of pesticides, could substantially reduce
these losses. 1/

Training of host country personnel

For many years AID and ithe Department of Agriculture
have provided training in agriculture and related sciences as
part of the overall U.S. foreign assistance program. During
fiscal year 1975, more than 2,000 agricultural scientists,
administrators, and techniciars from AID-assisted countries
received training--from short-term, on-the-job training to
academic degree programs. To accomplish this, AID and Agqri-
culture use varied resources, including the staffs of
72 U.S. land grant universities, other Federal agencies,
State departmeacs of agriculture, agriculture coopera-
tives, and private agri-business firms.

Courses are given in 36 major subjects, including u.gri-
cultural cooperatives and agricultural credit. During fiscal
year 1975, 232 persons from Latin America received agricul-
tural training, _ut agency reccrds do not show how many of
ther took these two courses.

1/For more information on this subject see our report to the
Congress "Hungry Nations Need to Reduce Fonod Losses Caused
by Storage, Spillage, and Spoilage" (ID-76-65, Nov. 1,
1976).
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CHAPTER 3

REACHING THE POOR MAJORITY SMALL FARMER

The Congress, in the Foreign Assistance Act of 1973,
directed that future U.S. economic assistance focus on
critical problems which affect { ‘e lives of most of the
people in developing countries i (1) food and nutrition,
(2) population planning and health, and (3) education and
human resources development. The Congress also directed
AID to give the highest priority to undertakings submitted
by host governments which directly improve the lives of
the poorest of their people and their capacity to partici-
pate in the development of their countries.

By the time the 1973 legislaticon (which AID helped
develop) was well along in the Congress (it passed the
House in July 1973), AID had begun to move in the direc-
tions contemplated by the new legislation, which was enacted
in December 1973 and stimulated further movement in the
New Direction. AlD's detailed report on its efforts to
implement the New Directions of development assistance was
submitted to the House International Relations Committee
in July 1975. It discussed the policy and procedural
issues associated with implementing the reforms and pointed
out certain factors affecting AID's capacity to produce
dramatic results in the shortrun. AID reported that,
although it must focus its attention on the broad poor
majority, it must also be flexible in programing within
that group. AID's July 1975 report statad that it
uses the following benchmarks or standards of poverty
to determine who comprises the poor majority:

1, Per capita income below $150 a year.

2. Daily d-~t of less than 2,160 to 2,670
calories (depending on the country).

3. Birthrates over 25 per 1,000 population,
life exrccconcy of less than 55 years,
infaut morta. ity over 33 per 1,000, or
access to broadly defined health services
for under 40 percent of the population.

Under the per capita income criteria, the poor
majority totals about 800 million people, or around
75 percent of the total population of AID-assisted
countries. In some countries, more .han 90 percent of
the population is in this group; while in others, the
proportion is far lower.
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The World Bank defines poor majority small farmers as
(1) families farming less than 13 acres or (2) farmers
from the poorer half of a country's rural population where
all farms are small in absolute size.

AID relies heavily on income levels to identify the
poor where greater precision is impractical but notes that
using income levels alone presents problems. For example,
inflation and artificial exchange rates affect comparabil-
ity; national per capita averages are cften inappropriate,
actual income can be difficult to measure, and data on per-
sons with annual incomes of less than $150 is scarce.

In July 1975 AID defined the poor majority as inciud-
ing anyone in recipient countries whose annual income falls
below $150 in 1969 prices. 1/ The following table, from
AID data, shows the poor majority populations of four
countries included in our review (Bolivia and Haiti were
not included because income distribution data was not
available).

Total Poor majority Percent of
Country population population total population
Costa Rica 1,700,000 200,000 14
Dominican
Republic 4,300,000 1,600,000 38
Honduras 2,600,000 1,500,000 58
Panama 1,500,000 200,000 16

AID feels that such a uniform poverty standard should
prove useful in considering intercountry economic assistance
allocations, although final decisions will naturally reflect
foreign policy concerns as well as the developing country's
resources and general absorptive capacity. AID's policy
is that every effort should be made to insure that its funds
benefit a recipient country's poor population as defined
by AID's poverty benchmarks,

1/The World Bank includes those whose per capita income
falls below $50 in 1969 prices and those with incomes
above $50 but below one-third of the nation's average
per capita income. AID considers this definition too
restrictive because it excludes many poor people that
it feels should be eligible for U.S. assistance.
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AID expressed concern that credit projects, developed
and negotiated with host governments in 1973 and 1974, were
being evaluated using AID poverty benchmarks that were not
published until July 1975. AID poverty benchmarks are in-
troduced and discussed only as additional data available,
at least since July 1975, for use in defining poor majori-
ties and developing target group definitions.

AID stated that, during the early years of the New
Directions legislation (1973-75), sufficiently detailed
information was not available in many countries to presen.
a detailed profile of the poor majority target group.
Accordingly, AID Missions used their Lbest judgment in
determining the nature of the AID target group.

HOW _ARE AID TARGET GROUPS IDENTIFIED?

Although AID says its economic assistance programs
must attempt to reach large numbers of poor people, its
primary target group will often be a limited portion of
the poor majority in each country. However, the programs
are also designed to yield secondary benefits to as many
of the poor as possible and to avoid worsening the plight
of the poorest.

AID believes it is possible to identify primary
beneficiaries of its assistance programs consistent
with the mandate without needlessly limiting who may
benefit. It emphasizes that major beneficiaries of an
AID-assisted program or project should not be a country's
prosperous elite--major merchants, bankers, industrialists,
or farmers--even if they should happen to qualify because
of some health or diet ‘diosyncracy under some benchmark,
as this would contradict AID's policy and the spirit of the
congressional mandate.

AID believes, that it must focus its attention on the
broad poor majority, but preserve the flexibility needed
to program effectively within that group in each individual
case.

WHO QUALIFIES AS A SMALL FARMER?

AID has acknowledged that it has not developed, and
probably will not attempt to develop, the precise defini-
tion of a small farmer. Accurate figqures on the minimal
economic farm size differ widely within countries, let
alone across national boundaries and continents. Differing
climates, soils, cropping patterns, and so forth, all
serve to make rigid definitions difficult to sustain.
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AID's project proposals usually describe the nature
of the target group and its relationship to the total
population. While an occasional better-off farmer may
benefit from improvements made in the total system, the
prime focus is on improving the quality of life of the
poor farmer.

AID'S SMALL FARMER CREDIT
PROGRAMS IN LATIN AMERICA

In response to the congressional mandate in the Foreign
Assistance Act of 1973, AID is providing credit assistance
to small farmers. However, in some countries the loan
target groups are so broadly defined that they include
farmers whose reeources would keep them from being con-
sidered small, relative to the size and income of other
farmers, or from being included in the poor majority.

In six countries we visited, approximately $47.6 million
in credit had been committed to small farmer credit programs
during fiscal years 1973-75, as shown below.

Number Total Credit Credit extended
Country of loans value element as of January 1977
(millions)

Bolivia 3 $26.9 a/310.5 $ 2.52
Costa Rica 1 7.9 B/ 0.5 -
Dominican

Republic 1 12.0 9.0 5.08
Haiti 1 6.0 5.0 12
Honduras 2 24.5 15.8 9.29
Panaina 1 8.1 6.8 .78

Total 9 $85.4 $47.6 $17.79

a/An additional $2 million is to go to small farmer co-
operatives for processing/marketing credit and capital
goods credit for importation of equipment for agricultural
production,

b/An additional $2.2 million is to go to small farmer
cooperatives for processing and marketinqg credit.

Bilateral agricultural programs are targeted to farmers
whose resources make them economically viable to participate
in credit programs. In some countries, missions and host



governments have jointly analyzed the farm population to de-
termine who can be classified as small farmers. Within this
category, the limits of eligibility are established and then
various factors, e.g., on-farm annual income, acreage owned,
and total assets, are used to establish who can be considered :
economically viable. Nevertheless some of the poorest farmers §

and landless farm workers have been helped.

The condition of some of these groups has been addressed
by AID's agricultural credit programs (for example, the land-
less or land-poor target groups in segments of one agricul-
tural loan to Bolivia and one to Honduras).

The Bolivian loan seeks to aid many small farm families
in overcrowded highland regions to resettle in underpopulated 3
and underused fertile lowland areas. The Honduran loan offers :
assistance to the government's ongoing agrarian reform effort,
whose goal is to settie landless families on government and
underused private lands. The major constraint to extendina
credit under this lcan had been the lack of government requla- 3
tions establishing the legal status of farmers and farm settle-3
ments that were to receive funds. E

Criteria to be met by potential farmer recipients
may be specified in various loan documents, such as
the AID capital assistance papers, the loan agreements,
agreements between host country implementing agencies,
lists of cooperative restrictions, and lists of individual
host country requirements.

Criteria used to select small farmers who are among the
poor majority include size of landholdings, either total
acres or acres under (ultivation; income, from either farm-
ing or other sources; and asse%t limits.

Our analysis and comparison of target group criteria
used against the poor majority universe in several Latin
American countries suggested that many medium and large
size farmers are within the tar«.:t groups gualifying
for credit. The results of cur country analyses follow.
(See app. 1I for more detail.)

BOLIVIA

The three active AID loans in Bolivia include
$10.5 million in direct farmer credit.
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GAO photos

MEMBERS OF DAIRY AND RICE COOPS TALKING TO GAO
REPRESENTATIVES IN BOLIVIA
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The target group for lending to farmers for one of
the loans had not been established. Our analysis of the
other two loans showed that the target groups generally
consisted of poor farmers but those in the upper spectrum
of farm income and landholdings. (See p. 35.) Although
the poor Bolivian farmers were not explicitly precluded
from obtaining loans, Mission officials felt that the
majority of these farmers would not have sufficient as-
Sets or crecdit worthiness to carry the available credit.
AID/Washington said that the loan was directed to farmers
in the upper farm income levels because this target group
could most effectively use the production credit.

COSTA RICA

Disbursements to small farmers from the Costa Rican
rural development loan, signed in November 1974, had not
begun as of January 1977. During our fieldwork, Mission
officials had not been able to determine the size of the
loan's target group nor a quantitative definition of a
Costa Rican small farmer. Annual income _.imits on this
loan are expected to average $500 a family but may go as
high as $3,000 or more a family.

AID stated that the $3,000 was an outside figure
and the norm is expected to be significantly below
the limit. Again, our concern is that the target group
is so broadly defined that it lessens the prospects of
restricting the available credit to small farmers~--those
among the poorest majority.

We agree with AID that the loan's main focus was
not production credit. Selected aspects of the piogram,
such as cooperative development and rural municipal develop-
ment, also benefit the small farmer. Our analysis of the
prograem, however, indicated that nei‘“her a specific target
group nor reasonable limitations as o the level of the
small farmer to be addressed had beer developed.

DOMINICAN REPUBLIC

In October 1974 AID and the Dominican Republic signed
an agricultural sector loan which contained a $9 million
credit element. By January 1977 over half of this amount
had been disbursed.

Loans have been extended to farmers having an average

landholding of 6 acres and the major portion of the credit
is being extended to farmers in the original target group.
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In our view, the project is providing credit to the
small Dominican Republic farmers.

AID stated that loan results as of June 306, 1976,
indicate that 22,517 subloans had been approved with
an average crop acreage of 5.79 per subloan. Serving
farmers with this acreage is commendable and should be
the thrust of the credit program in other countries.

HAITI

Haiti, the poorest country in the Western Hemisphere,
has an annual per capita income of $135, $65 in rural
areas. It seems that the target group for the loan to
assist the small farm coffee production program is
weil focused on the small farmer in the rural poor
majority.

Moreover, AID stated that since our review work in
Haiti, the AID project brought about an important policy
change by which the small farmer is to receive 50 percent
of the export price of coffee. According to AID, inter-
views with coffee farmers indicate that the percentage
they now receive has improved over past years. These
additional benefits accruing to the small farmer from
the AID loan are encouraging and demonstrate that AID
credit programs can assist small farmers at very low in-
come levels.

HONDURAS

AID has two loans in Honduras which include agricul-
tural credit. The hurricane recovery loan was for emer-
gencies and, thus, not limited to small farmers since
restoring food production for the country was the main
concern. The agricultural sector loan consists of a
model agrarian fund and a cooperative window.

The agrarian fund has established a minimum farm
size of about 7 acres but nct an upper _imit. A Mission
official said that an upper limit was not necessary since the
agrarian reform policy would preclude large landholdings.
There are no other subloan restrictions except that such
crops as tobacco, bananas, and cotiton cannot be grown,

The cooperative window has established income and

wealth limits for members of participating cooperatives.
The cooperatives restrict large farmers from membership.
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MEMBERS OF SMALL FARMER SETTLEMENTS IN HONDURAS.
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During our review, however, the Mission was not able to
provide documentation which quantified the small farmer
target group in terms of landholdings or income levels.

AID questioned our rationale for wanting AID to
establish landhclding limits since information that the
Mission has indicates that average per family holdings
are about 12 acres. AID also felt that we were suggesting
the establishment of a single criteria. We agree that
landholding limits should not necessarily be the sole
criteria but feel that if this landholding figure is
accurate then it could be reflected as a farmer qualifi-
cation constraint in the loan agreement.

In the cooperative window segment of the loan, AID
feels tlat our suggestions of improved monitoring of loan
usage and specific qualifying criteria for small farmers
wére unnecessary because ‘'t felt that host country organi-
zations could do this best. We agree that monitoring loan
usage should be the prime responsibility of the host country
agency put because of their general lack of experience and
inadequate staffing it is essentigl that AID make spot checks
to make certain that the program functions properly. Regard-
ing the development of qualifying criteria for small farmers,
we feel that the host country and AID should establish sub-
loan restrictions to help assure that small farmers will be
the principal beneficiaries.

PANALMA

In June 1974 AID authorized a loan ‘o Panama designed
to develop, strengthen, and expand rural cooperatives.
The target group is to consist of (1) small producers with
total assets of less than $15,000, 80 percent of total
income from farming and landholdings of approximately
50 acres or less and (2) medium-sized producers with
assets between $15,000 and $35,000, 50 percent of total
income from farming and landholdings of approximately
1,250 acres or less. The executing agency is also to
limit the size of individual loans to $7,500, which AID
officials believe will preclude larger farmers from
participating because they would not want to be incon-
venienced by applying for such small loans.

We did not determine how AID arrived at this amount;
however, this loan ceiling was the highest we encount¢ered.
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AID said that the project's purpose is to strengthen
the capacity of the cooperative movement and that the
small farmer will be an indirect beneficiary. AID also
said that a Mission survey indicates that loans go to
farmers having gross assets smaller than the established
maximums. For example, loans have gone to farmers with
average gross assets of $10,800 and farm sizes of up
to 395 acres. 1In our view, AID could do more to assure
that credit is targeted to smaller farmers in Panama,

50 percent of whom have fuorms of 12 acres or less.

CONCLUSIONS AND OBSERVATIONS

It is AID's objective and usual practice to restrict
credit to operators of small farms who are considered too
great a risk to receive credit from the traditional banking
systems. AID agricultural loans are being made available
to small farmers. In some countries credit is being made
available to groups defined only in broad, general terms.

We recognize that the ident._fication of farmer target
groups ani the establishment of criteria to direct credit
aid to small farmers outside normal banking channels, and
within the poorer majorities, is very difficult. Econo-
mic, social, and other conditions vary so widely from
country to country that adopting rigid guidelines is not
always practical; thus, some degree of flexibility is
needed.

We believe, however, that broadly defined target
groups and criteria indicate a need for AID to refine
them so that AID can better meet its objective of getting
credit aid down to more small farmers and, at the same
time, be more responsive to the overall objective of
assisting the poorest majorities. 1In this regard, AID
has recognized the need for better identification of
target groups and definition of criteria.

AID said it appreciates our efforts to reinforce its
adherence to the New Directions to concentrate assistance
on the poor majority. We agree that no one criterion
i1s completely satisfactory for defining the poor majority.
Moreover, no single criterion for defining a small farmer
may be appropriate.

In our analysis we considered World Bank data which
indicated that over 58 percent of the landheldings in
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the world were less than 5 acres; we also consider the World
Bank definition of a small farmer which includes families
farming less than 13 acres or, in countries where all

farms are small in absolute size, farmers in the poorer

half of the country's rural population.

In our examination of AID's agricultural credit
programs, we found that a number of potential or actual
loan recipients did not fit these measures of poverty.
For example, in one country 47 percent of the farmers had
farms of 13 acres or more and were in AID's target groups
along with the 52 percent of farmers with less acreage.

We do not suggest that AID adopt or restrict itself
to World Bank landholdings or other criteria, although
it is the criteria most often used by AID missions. We
do suggest that *“arget groups need to be more specifi-
cally identified by using less broadly stated criteria
80 that small farm credit programs can become more
responsive to AID's usual practice of restricting credit
to small farmers not having access to bank credit. This
also would provide more assurance that the congressional
mandate aimed at improving the lives of the poorest people
is being followed.

Economic viability is ar important consideration,
as AID points out, if credit programs are to be successful.
The problem often centers on identifying farmers viable
enouch to profit from credit along with other necessary
inputs, yet not viable enough to qualify for credit and
other needed inputs from the traditional banking and sup-
Ply systems. AID pointed out that its efforts to carry
out the New Directions included noncredit~-type projects
such as rural community development, rural education, and
agro-industrial and infrastructure development to assist
the landless rural poor, agricultural laborers, and sub-
sistence (nonviable) small farmers. Indeed, previously
landless farmers and laborers are among the direct bene-
ficiaries of AID loans we reviewed in Honduras and Bolivia, .
(See p. 16.) We recognize that credit is not the only
appropriate instrument for dealing with these groups who
are often among the poorest elements of a target group.

Consistent with the above, we proposed in our
draft report that the AID Administrator (1) more speci-
fically identify poor farmer target groups before
approving lcan agreements, (2) be sure that criteria
for identifying small farmer groups in future programs
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would be consistent with AID's. poverty benchmarks,

(3) provide more timely direction and guidance to
Missions regarding AID policy and target group identi-
fication procedures, and (4) impirove monitoring,
evaluation, and coordination of farm credit programs.

AID stated that it recognized the need to continually
improve its guidelines and Procedures for analyzing, iden-
tifying, and defining poor farmer target groups before
pProject implementation. AID has taken steps to identify
small farmer target groups early in the design of loans,
and to provide more gquidance on a continuing basis to the
Missions. We encourage AID to continue efforts to im-
prove its smail farmer credit programs.

The following recommendations are being made to help
assure that posicive actions already begun are translated
into actual improvements in current programs~-to the extent
possible--and in future small farmer credit programs.

RECOMMENDATIONS

We recommend that the Administrator of AID follow up
on recent initiatives to (1) more clearly delineate small
farmer target groups and (2) see that the definition of
target groups in future small farmer credit programs is
consistent with AID's overall policy and poverty benchmarks.
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CHAPTER 4

IMPLEMENTING AID CREDIT PROGRAMS

To successfully implement a small farmer credit program,
the credit mechanism or delivery system, interest rate, and
technical assistance to the small farmer must be properly
designed.

In determining a credit mechanism, the host count:iy
generally designates a bank, an executing agency, and/or an
implementing agency, and identifies the smdll farmer groups
to be aided. It is essential that the implementing agencies
provide credit and technical assistance at the farm level in
a manner convenient to the'’small farmer. Host government
institutions also must be strong enough to_properly support
the program, otherwise its chances for succeeding and con-
tinuing are not good.

If the interest rate charged to the small farmer is
based on actual or anticipated costs, then, to keep the loan
program solvent, the factors involved would include the costs
of (1) the overall loan to the host country, (2) processing,
delivering, and administering subloans, (3) collections and
defaults, and (4) providing technical and other assistance.
Generally, the more carefully subloans are examined and
supervised and delinquents pursued, the lower the default
rate but the higher the administrative costs.

Since AID grant or loan assistance is concessional by
nature, AID credit programs are designed to help small
farmers improve their economic status to the extent that
they "graduate" from the need to rely on subsidized credit
and other inputs. Charging reasonable interest rates and
providing training and other technical assistance we feel
are efforts to accomplish this. In our review some of the
realities and problems encountered include (1) most small
farmers in the poorest majorities have virtually no access
to institutional credit, (2) the farmers whom AID is
attempting to identify and reach have few assets and pro-
bably could not afford interest rates that would be
necessary to cover all operational and administrative
credit costs involved, and (3) categorizing, identifying,
and reaching small farmers in the poorest majorities is
difficult.

Credit is important to small farmers in developing

countries, but it alone cannot increase food production
and income. Borrowed funds must be spent by the small
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farmer on seed, fertilizer, pesticides, and labor, whose
effective use derends on the Guality of technical
assistance and training the farmer receives.

Technical assistance to the small farmer usually takes
the form of supervision, marketing assistance, or provision
of direct inputs. Supervision is the most extensive form
of technical assistance and includes (1) providing informa-
tion on farming techniques and new production technology,
(2) specifying and instructing on the use of inputs to
maximize the use of loan funds, and (3) helping to insure
repayment Of sukloans, Assistance in procuring inputs,
utilizing large-scale buying power where possible, can help
insure that the small farmer has the proper inputs at the
appropriate time &nd at lowest possible prices.

CREDIT MECHANISMS

In all loans, the principal borrowers of U.S. funds
are the host governments who sign the loan agreements.
(Loan agreements identify the organizational structures
for administering the credit programs.) The organizations
are usually composed of executing agencies, implementing
agencies, and branches of implementing agencies which
serve as focal points for making subloans (cash and in-
kind) to small farmers. The executing agencies generally
establish noninterest-bearing accounts in banks to serve
as depositories for funds received from host governments
and AID. Funds flow from the banks through the imple-
menting agencies and their branches to organized farmer
groups and/or individual farmers. Repayments flow in
reverse, but interest collected is reduced at each level
to cover the administrative costs of handling loans.

The organizational structure of the Haitian loan to
small coffee farmers shown on the next page is fairly
representative of other countries' structures and credit
delivery systems,

Of the nine loans we reviewed in six countries, eight
had organizations structured so that the ministries of
agriculture and/or national agriculture development banks
served as executing or implementing agencies. Bolivia,
however, used the Ministry of Agriculture or its agencies
as principal agents for two of its three loans; for the
third loan the Bolivian Central Bank was used as the
executing agency and point of oiigin for funding the
implementing agencies.

26



HOST COUNTRY ' AID MISSION HAITI

NATIONAL BANK
OF HAITI

HAITI DEPARTMENT [ (ExecuTING AGENCY)
OF AGRICULTURE

HAITI COFFEE (IMPLEMENTING AGENCIES) HAIT! BUREAU
PROMOTION OF AGRICULTURAL
INSTITUTE CREDIT

(IMPLEMENTING
OPERATIONS CENTERS AGENCY

EXTENSION & CREDIT AGENTS BRANCHES)
IN—-KIND & CASH INPUTS

SOCIETIES FOR AGRICULTURE CREDIT
SMALL COFFEE FARMER MEMBERSHIP (SUB—BORROWERS)

It has been generally accepted that the most feasible
way to administer small farmer credit programs is on the
group basis. Dealing with each small farmer individually
would not be practical. The history of formal, cooperative
organizational performance has been mixed. Members some-
times felt little responsibility to repay their subloans
because of the political nature of some programs and because
of the large size and consequent impersonal nature of many
Cooperative organizations. In the larger cooperatives, small
and large farmers were mixed and the large farmer often is
in control, usually to the detriment of the small farmer.

In Haiti, the small farmer organizations, called Societies

for Agriculture Credit, consist of 8 to 15 members. All new
members must be approved by the group. This is significant,
because all members are jointly responsible for defaulted
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subloans of other members, which would cause peer pressure

to repay loans. Encouraging the formation of such smaller,
less formalized groups would appear to offer a greater chance
for success in reaching the truly poorer small farmer than,
for example, the cooperatives of Costa Rica and Panama.

CREDIT AVAILABILITY AND INTEREST RATES

It is well known that small farmers have limited access
to credit sources; they lack the necessary collateral
demanded from private financial institutions to qualify for
loans. Also, private financial institutions tend to extend
credit to larger borrowers, medium and large farmers,
because it costs less to administer these loan portfolios
and the risks are lower.

The private banking system has very strict requisites
that discourage small farmer loans, such as asset levels,
proven creditworthiness, and land titles. 1In addition,
the inconveniences that a small farmer can experience,
such as multiple personal visits to the bank to fill out
foerms, costs incurred for transportation, and apathetic
treatment by the banking staff, frustrate his attempts
to obtain loans.

With the private and puklic financial institutions
having limited funds to lend to small farmers, where do
they get credit? Mostly from moneylenders, who charge
usurious interest rates. 1In Bolivia, for example, it
is estimated that about 60 percent of the money in cir-
culation is outside the banking system. This situation
tends to place the small farmer in a state of perpetual
bondage, because he is not likely to realize a profit
from the sale of his crops if his credit costs are
exorbitant.

Estimates of interest rates from commercial and money-
lending sources compared to rates paid by small farmers on
AID~-funded loans are illustrated in the following schedule.
Data on financial institutions, merchants, and moneylenders
is derived from the World Bank Agricultural Credit sector
policy paper dated May 1975. Although interest rates for
agriculcural credit vary considerably among countries and
institutions, the nominal rates range from 6 to 30 percent
and average about 10 percent.
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AlD Financial Merchants and
loans institutions moneylenders (note a)

(percent a year)

Bolivia 13 23 40
Costa Rica 13 12 te 24 60
Dominican Republic 8 12 25
Raiti 12 15 -
Honduras 11 12 to 14 40
Panama 12 13 40

a/Rates are approximations, based on surveys. Merchant
lenders could include agricultural suppliers whose rates
in many cases are subsatantially lower than those of the
moneylenders. On the other hand, moneylenders' rates,
in some cases, have been estimated at over 100 percent.

An example of the flow of interest rates anticipated
in Costa Rica is as follows.

AlD

2%, FIRST 10 YEARS
3%, REMAINING 30

GOVERNMENT OF COSTA YEARS
RICA——NATIONAL BANK

2% FIRST 10 YEARS

Co---T oot ToTeTT W REMAINING 30

COSTA RICAN NATIONAL INSTITUTE YEARS
FOR COOPERATIVE DEVELOPMENT

COOPERATIVE FEDERATIONS

- s G CIR GRD G Gh R G G GN SRS @ T 9—12%

COOPERATIVES

-y

MEMBER FARMERS
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In the countries we visited, farmers receiving credit
under AID credit assistance programs were paying 11 to 13
percent interest except for the Dominican Republic, where
they were paying 8 percent. The World Bank estimates that
total costs of an efficient credit institution (not including
extension, advisory, and other public services) could range
between 15 and 20 percent, depending on the na“ure of the
operation, and size of the loans. Cost of lending to small
farmers would be at the upper end of the range and possibly
higher.

Prevailing interest rates under current AID loans seem
to be well within this estimate. AID loans, nowever, tend
to reflect subsidies not only for interest rates and host
government services but al~o for such other major noncredit
segments as technical aid, that are part of AID loans under
which credit to small farmers is made available.

There seems to be no simple answer to the question of
what an appropriate interest rate should be for agriculture
in general and small farmers in particular. Arguments
favoring lower interest rates point out that (1) hkigh
interest rates can lead to diversion of resources to other
sectors of an economy, (2) low rates can help offset
unfavorable trade terms between agriculture and the rest
of the economy, (3) high rates may discourage farmers
from accepting credit, and (4) subsidized rates can be a
method for transferring income to the poorest majorities.

Opposition to subsidized and lower interest rates
for farmers centers on the general recognition that, due
to rapid inflation, real rates of interest in most econo-
mies are likely to be well below the true economic costs
of lending. Thus, it is arqued that interest rates
should always be positive ones which reflect the true
costs of lending.

Otuer arguments against low interest rates point out
that subsidized credit (1) can lead to excessive capitali-
zation, including the use of labor-displacing machinery,
(7) tends to be absorbed by larger farmers, (3) is prone
to corruption and political abuse, (4) does not cover
lending institution costs, red:ucing the flow of funds into
institutional credit and, therevy, the level of lending,
ana (5) when deemed desirable, con be most effective when
used to subsidize particular inpurcs, such as fertilizer,
or when related to specific technological changes.

We did not make a detailed analysis of interest rate
structures or of the adequacy or propriety of interest
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rates charged by various lenders. As a point of clari- .
fication, AID stated that it does not believe that low
interest rates are necessary subsidy elements in aiding

the poorest farmers.

TECHNICAL ASSISTANCE

In most cases, technical assistance is provided to
small farmers by extension agents working for the agri-
cultural ministries or host government executing and
implementing agencies. This effort is supplemented by
in-country staff and advisors often hired under contract
to AID,

Direct, in-kind inputs have been provided to the small
farmer thus far only in the Haiti loan, where reasonably
priced fertilizer is apparently being made available in a
timely manner with proper supervision. -

In Bolivia, the Dominican Republic, and Honduras, exten-
sion agents devoted only part of their time to assisting
the small farmer. A farm agent in Bolivia had not visited
the landholdings of the farmers we interviewed. The agent
had visited three farmers only at their homes, which were
several miles away from their farms. 1In the Dominican
Republic, the program manager for supervised credit said
that extension agents should devote most of their time to
problems of the small farmer. At the time of our visit,
only about a third of the agents' time was being applied
to small farmers' needs. The program manager also stated
that his loan collection rate covld be increased from
about 60 to 80 percent if the agents would devote time
to small farmer credit problems. 1In Honduras, several
small farmers told us they rarely saw their extension
agents.

The losses suffered by scme potato farmers in Bolivia
further demonstrate why ex:ension agent visits and presence
in the farm area are essential. The farmers suffered losses
due to frost but could not get their loans extended until
agents had assessed the damage. Since agents had
not visited the farm area, the farmers did not know when
or if this would take place. They were concerned that
it could be after the harvest, at which time the agents
might allow less than actual damage because of not having
seen it.

Extension agents in Bolivia and the Dominican Republic,
i